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APR 4 1 S 83 


Dear Mr. Woodyeort 

• Submitted herein arm the principal results of evaluation of the for- 
eign Service Retirement System as of December 31* l^ol. 

I ; 

Aa performed by this office, this valuation is essentially a year by 
year projection of receipts and benefits for two separate categories as 
follows I Y’\ ' V .4' ' 

; (1)* Active and retired officers as of December 31# 1961* ** W *H aB 8ur “ 
vivors on the roll as of that date* 

( 2 ) Typical groups of now entrants entering during each and every year 
in the future ad infinitum. 

The combination of the two categories gives a projection of the expect- 
ed operation of the entire system. This combination is shown in the attach- 
ed table. 


; A dismounting at interest of the first oatogory produces the asset c and 
liabilities of the system with respect to the existing active end retired 
force. Tho liabilities minus the asoeto and minus the fund produces the un- 
funded liability (footnoted In the attached table). 

A discounting of the second category enables one to find the ratio of 
discounted benefits to discounted payroll with respect to new entrants. Tais 
ratio is defined ns the normal or new entrant cost* These result e are shown 
by ontry age groups below t 




gornal cost 
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In regard to category (1), no matter what the method of flnanolng, the 
liabilities can only be equal to the discounted value of the °“ 

the assot side* however, one can net j, the realistic approach and find the dis- 
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counted value of the Government's matching Qj> contribution along with dis- 
counted employee contributions, or on® con find the discounted value of the 
hypothetical norual cont in place of those. Since the normal cost fnr,ox- 
cc*'da th« actual contributions received In the case of th® Foreign Oorvico 
Retirement Bye tom, the realistic approach produces a much larger unfunded 
liability than the hypothetical normal coet approach. In the attached table 
the 'unfunded liability le shown on both a reallstlo and a normal eoot bnniq. 


Although th® concept of projecting year by year receipt® and benefits 
is simplicity itself, tho Job of making such a projection Is rather complex. 
Many an jranpt lone baaed upon th® pant experience of th® system go into cak- 
ing tho projection. Obviously, tho projection Is only as good ae theso as- 
sumptions. •• 


With tho present provision for otoff people to enter the system after 
10 yenro of service, tho nvorago entry ago Into the system has rlcon from 
£74- years used In the 1953 valuation to an average of 30 valuation 

of 1961. This figure of 30 le baood upon the distribution of new entrants 
in calendar year 1962 which, it is understood, has boon considered to bo a 
typical year for new entrants. Although about h00 new entrants camo into 
the nyntea in 1962, it has been decided that for projection purposes it con 
b* assumed that there. will be about 350 Grants onch year in tho future. 
According to the 1962 distribution these 350 new entrants fall into three 
groups as follows t . ■:* 


Entry age 

■ . Average entry 

JHumbcr 

Percentage 

m 

BKolOW 30 
30 through hO 
Above ho 
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Tho porcontoges for active force and retirements show very clearly that a a 
of Docombnr 31, 19&L the oystoro ooafcalnod an *xo«s»lve number of older off- 
icers when compared to the ultimate situation expected to. evolve bated upon 
a continuation of the 1$)&2 new entrant distribution. 

In the 1961 valuation the normal coat for entry age 25 van found by 
projecting 220 now entrants each year in perpetuity and thon discounting 
the benefits and payroll* As stated earlier, the discounted value of bone- 
fits no 0 percentage of discounted payroll repreoenta the normal eost. Tho 
same wap done for entry ages and U6. Then all three entry age projections 
were combined and discounted to produce tho total, normal cost. Those results 
at two different rat 00 of interest were shown in the firet table preaonted 
above. v 

In the valuation of I95S a total normal coot of 20<,M$ was produced. 

This wan baaed on the assumption that all now entrants cane in at tha ego 
of £7 fr* In the current valuation, the only group at all comparable to tho 
1998 valuation is the entry age £5 gfe«P» I* comparing the two, it la noted 
first that the coat for the entry age 25 group in greater even though tho 
ng© is lower. In o:rplAnation, the firet important difference is tho liberal- 
isation of tho law to permit the unrt of the Civil Service formula in tho case 
.of survivor elections. This led to wore survivor eleotore with lose reduction 
' la the of fitter* s annuity. A breakdown of benefits as a percentage of payroll 
on a normal cost basis Is shewn below for comparison purposes. 



Deo. 31, 1958 
Valuation, 

Botlromont annuities} 

, Age and Service 

" Disability .70 

Survivor annuities! if; 

, 1 Death after service retirement §■ 1.02 

Death after disability retirement *1 7 
' Death in sorvioe ■ 1*01 



Deo. 31, 1961 
valuation. 



le.Ulji 

.28 



2.61 

. 0 ? 

1.U3 
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Deferred annuities* 

Annuities .36* 

E of undo awaiting annuity L 

!fl©tal 20.8t$ 


.15 

,01 


* Includes lump sum benefits on aeleotion-out. 


Tho above figures indicate significant increases in cost, particularly re- 
tirement and survivor benefit*, (da the heels of the 1959 -& 'experience, 
disability oases fell off markedly.) 

0 ;iij 

A .comparison Of percentages on survivor oleotioae i« ehown below for 
entry ogee 27$ and £ 5 * 

•V ■ , ' . . • V. 


1958 valuation . 1961 valuation 

(assumed ultimate * (assumed ultimate 

; for entry age £ 7 $) * or ® ntr 3 r &&• £?) 


s, ■ 

(a) Percentage of service annul- 

tants electing joint and aur- ||;\ 
vivor annuities 'f‘ 

\ 

\ ... - 

90 $ 

> • u - 

(b) Avorrago reduced officer annuity 

no percentage of full annuity .-.V. 


9¥ 

(c) , Average survivor annuity as per- 
centage of full annuity 


50 $ 

(d), Average officer annuity ns per- 
centage of full annuity jlK 

•a.(a)(b) + (100$ - a) (100$) •“ |i ' 

Soft , 

95$ 

(0) Viftow annuity potential v 

( a) ( c) « 

18$ 


Mnoe (d) nnd (e) above represent a crude baeis for gauging the increase in 
annuity coot because of tho change In the survivor election formula, tloing 
those ratio e in conjunction with normal coat figure# for eervico retirement 
and survivor benefit • w* get: ; 

; from (d)* ■' “ 

■f and from (e) 9 ' ; * 

; . . * '• ■' .-iV *• ... • 

iMmM **•«# 

. 2.55^ 

; ■ .X’ : V 
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These result* approach the 1961 normal cost figures for age end lorric* an- 
nuities and survivor annuities after death In service# 


Another reason for Increased normal coot is that the salary curve for 
entry £5 used in 1961 is slightly etaeper than the one used for entry E7lr 
in 1958* Obviously# this would cause the benefits which ore based upon 
final average salary to bo higher relative to the lifetime salaries on which 
the contributions are fcauod, thus Increasing the normal coot., 

The above paragraph* are In dofonoe of the normal coot for entry ege 25 
only. Considering entry ago group 46 it Is fairly obvious that these people 
enter the system with a great deal of service credit already corned. Tho 
contributions whioh ore brought In aro only thoir own. and those arc based 
upon salaries which diminish rapidly toward the earlier years. Uone of tho 
Government's contributions aro transferred. The result Is that those people 
retire on relatively high annuities and most of the normal cost must bo spread 
0 vor a short period of service. For example, suppose on officer enters at age 
45, serves for 10 years and then retires on an annuity based on 25 or 30 years 
of norvlce. That Is, he retiree on 50$ or 60$ of final averogo pay. If then 
ho lives for 20 years after retirement, he will recoive in benefits over lOO^ 
of what he earned In salary under the system. In the light of this type of 
^example a normal cost of $4$ does not seem unreasonable. 


In comparing tho normal cost for entry age 25 only with the normal cost 
of Civil Service, there are many reasons why the cost of Foreign Service is 
much greater. (The average entry ago for Civil Service is ©bout 27 years.) 


If the salary scales ore compared it i* found that between ©go £5 ©nd 
ego 55 tho salary ratio is 3*36 under Foreign Carrico compared to 1.42 under 
Civil (Service. The top end of the Foreign Barvide scale is heavily weighted 
by salaries at tho ambassador level. 


Resignation rotes ere lower at the young Ages under Foreign Service and 
taper off very rapidly, whereas they per slot at © relatively high level under 
Civil Service. In other words, for every 100 that enter Foreign Rarvice at 
age 25, 57 reach service rotirenont, while under Civil Service for every 100 
entering at age £5, only 13 roach aorvloo retirement, a ratio of less than 
1 to 4. This is reflected In tho fact that on a 3$ basis ©nd entry age .£5 
tho normal coat for service retirement under Foreign Service is £3.W$ com- 
pared to 6,09$ under Civil Service. 


According to Civil Service actuarial tables the average ago of retire- 
ment ie about 60 compared to about 57i y*«**« under Foreign Service for entry 
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ego group 25. This# Of course, also contributes to higher normal cost. In 
tliio connaotion, it is needless to scy that tho w 50-20 n provision in Foreign 
Service is much store expensive than the retirement provisions under Civil 
Service* 1 


Still another reason for Civil Servioo’a relatively low normal coot is 
tho frot that no allowance ie made for oredltablo eervloe which a new entrant 
may have when entering the system. It is understood that such credit would 
show up as a liability in their valuation but would not be reflected in the 
normal coat. . 

The Foreign Service valuation of 19&1 was not submitted as an official 
valuation report for the following reasons 1 

(1) Tho valuation was not finished until after tho first of calendar 
year 1963, by which. time the 19&2 pay bill had become effective 
and an unusually large number of retirements had -taken place in. 

1962 because of a 10$ increase in annuity which would ha.vo been 
lost by delayed retirement. Beoauno of these things tho valuation 
was a Uttlo obsolete by, the time it was finished. Of particular 
concern is tho fact that tho 1962 pay act may have had a signif i- 
cant effect upon the salary curve. The 1961 valuation was booed 
upon the oalary structure of December Jl» 1961. 

(2) The 1961 valuation wao the first Foreign Service valuation to bo 
carried out by means of throe entry age groups. It is, in effect* 
three valuations combined* different rates having boon prepared 
for each group* Because of tho Increased complexity, more chance 
for errors of every kind exists* 


Because of the above reasons, a new valuation as of December 31* 19& 2 
is already under way. (In fact, it is hoped that a valuation can be pro- 
duced every year in the future,) 3Svory stop, particularly the basic assump- 
tions, will bo carefully examined and compared with the Valuation Just com- 
pleted. The results should be available well before the end of calendar 
year 1963* !■ . ' 


However, it is believed that neither tho normal cost nor the year in 
which the fund becomes exhausted will change appreciably when determined by 
a now valuation. 'Hi.- - ^ # . 

1 -' r ; , Sincerely youre, 




Hr. William E, Wc 
Assistant -Chief- ✓ 
Projects Planning Staff 
Off loo of Personnel 
Department of State 




tsirt petlrlc W. m 

: Cedrio W. Xroll 
Government Actuary 
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Treasury Department) 


(Taluatloa a* of December 31. 1961 by Office of Government Actuary, tJ. 3. 

Xstlaated future receipts and expenditures of all officers vho will hare entered the system, either past or future. 
Including befits to survivors. for the future it im assuoed that 35 O officers vill enter the systea each year in per- 
petuity. On the basis of rates derived fron past experience suchsa. group each year vill ult.nately produce a level force 
of 7100 active officers. The salary pattern by attained age as it existed on December 31. 196l» ^- 8 be * a naintained 
throughout, 


Calendar 


year 


Act It© 
officers, 
Jan, 1 


(in OOO'a) 


- j — ~1 l « v f 

Annual \ Smployee ! Tranefer * Agency j Invest- Total 

8 deductions ! of ! C0Btrl_ . ” eat . , 

^ l lTot ‘ 1 1 g" i eax ST’ • recelpt ‘ * iture * 
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(All $ amounts are In millions) 
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| Total 
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Uneea 
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snd of 
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• v.-. 

35*2* 

•; 19& 

1963 

196V 

4.4 

4.6 

K7 < 

47.5 

U9.8 

. 52-1 . 

3.1 

3*4 

- .5 3.1 

-5 3.2 

.5 3.4 

1.4 

ill 

8.1 

8.4 

S*9 

5*6 

6.3 

7*0 

37*7 

5.1 

• V 1965 

" *1966 

1967 
- 1968 

1969 

4.9 

5-0 

5.2 

ti- 

5M 

56.5 

60.6 

62.5 

3.5 
3.7 

3.5 
3.9 

4.1 

.5 3.5 

.5 3.7 

.5 3.8 

.5 3-9 

.5 4.1 

1.7 

1.7 

1.7 

1.7 

1.7 

/ 

9.2 

9*6 

9*S 

10.0 

10.4 

7*f 

8.6 

9*5 

10.3 

11.2 

S 3 

44.4 

*4.1 

43*3 

1970 . 

1971 

1972 

1973 

1974 

ll 

5*7 

5*S 

5.s 

64.3 
65-9 

67.3 

68.3 

69.3 

4.2 

1:1 

4.4 

4.5 

.5 - 4.2 

.5 *•? 

.5 4.4 

.5 4.4 

-5 4.5 

1.7 

1.6 

1*5 

1*3 

1.0 

10.6 
* 10.7 

10.8 

10.6 

10.5 

12*3 

13.4 

14.6 

16.2 

17.8 

41.6 

3**9 

35*1 

29*5 

22.2 

1975 

1976 

1977 

1978 
.1973 

5*9 

6.0 

6.0 

6.1 

6.1 

70.8 

71.8 
72.1 
72.S 

73.7 

4.6 

4.6 
4.? 

4.7 

4.8 

.5 4.6 

.5 4.6 

.5 4.7 

.5 4.7. 

.5 4.8 

.7 

*3 - 

10.4 

10.0 

9*3 

9*9 

10.1 

19*3 

20.J 

22.4 

24.0 

23*6 

13*3 

2.4 

19S0 ' 

6.2 

• 74.5 

4.8 

.5 4.8 


10.1 

27.2 


. 1990 

6eS 

‘ 85.5 

5.6 

•5 5.6 


u.7 

40.0 


8000 > 

7.1 

90.7 

54 

.5 5.9 


12.3 

51*9 


80l£ 

7*1 

90.9 

5.3 

.5 5.9 


!2*3 

61.5 


8080 

7.1 

. 90.9 

5.9 

•5 ‘ 5.9 


1^*3 

67*3 


2030 

J.i 

90.9 

5*9 

.5 5.9 


12.3 

70,0 


Ultimate 

7.1 

* 90.9 

5.9 

.5 5.9 


12*3 

70.6 





1 Estimated- fund as of Tecen^e: 
expenditures was $?17 cil 


ixpected receipts and 



